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Introduction

The simultaneous rise of a new spirit of isolationism and the
increasing globalization of economic activity must be seen in juxtaposition. Viewed independently, each of the two trends possesses a certain logic. Analyzed together, however, isolationism
amid globalization is simply unachievable. Some explanation may
help.
The end of the Cold War brought on a widespread expectation
that the United States could safely and substantially cut back its
military establishment. The threat from a powerful Soviet Union
is a fear of the past. Moreover, government leaders could shift
their attention from foreign policy to the host of domestic problems that faces the American people. Surely, there is no shortage
of urgent national issues to occupy our attention. They are all
inwardly oriented- welfare reform, health care, immigration, environmental cleanup, crime control, deficit reduction, and tax reform. The isolationist tendency is apparent.
But, in a far less dramatic way, it is also becoming clear that
the rest of the world is not content with going its separate way.
Overseas forces, institutions, and people increasingly affect the
workers and managers of America's business and their families.
The global marketplace rapidly shifted from just being a simpleminded buzzword to a complex reality. International trade is
growing far more rapidly than domestic production. That is true
all around the globe. It is hardly a matter of a company or an investor deciding to participate or not. The days of agonizing over
whether to go global are over. Eight basic points illustrate the
changing external environment for public sector and private sector decision makers. These eight points also provide a detailed
response to the isolationists:
America and the Global Marketplace

Americans do not have to do anything or change anything to be
part ofthe global marketplace. Even if a business does not export
Murray Weidenbaum is Mallinckrodt Distinguished University Professor
and chairman of the Center for the Study of American Business at
Washington University in St. Louis. The author is indebted to Michael
Orlando for helpful research assistance.
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a thing and has no overseas locations, its owners, managers, and
employees are still part of the world economy. The same goes for
the many companies and individuals that supply it with goods
and services. The issue has been decided by technology. The
combination of fax machines, universal telephone service
(including cellular), low-cost, high-speed copiers and computers,
and speedy jet airline service enables money, goods, services, and
people to cross most borders rapidly and often instantly. And
that goes especially for what is the most strategic resource- information (see Table 1 for a listing of companies that make a majority of their sales overseas).
A dramatic example of the ease of business crossing national
borders occurred during the Gulf War. On the first day of the
Iraqi attack on Kuwait, a savvy Kuwaiti bank manager began
faxing his key records to his subsidiary in Bahrain. Every once in
a while the shooting got close and transmission was interrupted.
By the end of the day, however, all of the key records had been
transferred out of Kuwait. The next morning, the bank opened as
a Bahraini institution, beyond the reach of the Iraqis- and also
not subject to the U.S. freeze on Kuwaiti assets. Literally, a bank
was moved from one country to another via a fax machine. I
No American business of any consequence is any longer insulated from foreign producers because of vast distances. Every
American is subject to competition from overseas. If that force
has not hit a region or a company yet, it probably is on its way.
Foreign companies are no longer only acquiring large domestic
companies. They now are seeking out overlooked opportunities
for investing in medium-sized U.S. businesses, bringing new
products and strategies along with them.
Some of the international force may be indirect, but no less
significant. Global standards - particularly for high-tech products - are being adopted very widely. Increasingly, software
must work on computers throughout the world. This makes it
difficult to sell, even in the United States, products that do not
meet global requirements.2
It is too easy, however, to ignore the role of U.S. exports.
Americans readily see the multitude of foreign products in our
homes, factories, and offices. However, we do not see the great
many U.S.-made products that are used in foreign homes, factories, and offices. To compound our uneven vision of international
trade, we do not directly see the improvements in the quality of
domestic products forced by having to meet foreign competition.
Nor do we realize the reductions in the prices paid by U.S. consumers - and those beneficial effects are very real and often
quite substantial.
2

Table 1

Greater U.S. Participation

Companies with More than Half of
Sales Revenue from Overseas

Employees, customers, suppliers, and investors in U.S. companies are increasingly participating in the international economy.
That is not just a matter of sales or even earnings originating
from foreign operations. Increasingly, U.S. firms are establishing
factories, warehouses, laboratories, and offices in other countries.
As a result, one-half of Xerox's employees work on foreign soil.
The pharmaceutical firm Pfizer is exceedingly blunt on this
subject:

Foreign Sales
as o/o of Total

Firm
Aflac
Exxon
Manpower
Colgate-Palmolive
Coca-Cola
Gillette
Mobil
CPC Intemational
Avon Products
Citicorp
Ford Motor
Digital Equipment
AMP
Texaco
Hewlett-Packard
Warner-Lambert
Eastman Kodak
American International Group
Procter & Gamble
Dow Chemical
Johnson & Johnson
Minnesota Mining & Manufacturing (3M)
McDonald's
Unisys
Bankers Trust New York

84.3
77.4
68.8
68.4
68.3
68.0
67.6
64.4
64.0
62.3
62.3
61.5
57.6
55.9
54.1
54.0
52.5
51.8
51.7
50.3
50.3
50.2
50.1
50.9
50.0

Source: "100 Largest U.S. Multinationals," Forbes, July 17, 1995, pp.

274-276.
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Pfizer does not have a choice about whether to manufacture in the
EC or not. If we are going to sell to Europe, we have to manufacture
there.3

Surprisingly large numbers of American companies have already deployed a majority of their assets overseas. Table 2 contains many important examples - including Avon, Citicorp,
Bankers Trust, Exxon, Digital Equipment, IBM, Mobil, Gillette,
McDonald's, and Manpower Inc. 4
To underscore the point, a Conference Board survey of American manufacturing companies shows that becoming an internationally oriented company usually pays off. Sales by firms with
foreign activities grow at twice the rate of those with no foreign
operations. Firms with international operations grow faster in
every industry- and profits are higher. Geographic diversification is especially important for profitability. Companies with factories in North America, Europe, and the Asian rim outperform
companies that stay in one region. s
Transnational Enterprises

The transnational enterprise is on the rise. It is far more than
merely a matter of which country to choose to locate a manufacturing or marketing operation. For the dominant companies, the
locus of executive decision making is shifting. "Think global but
act local" is not just a slogan. It is a competitive necessity. The
larger business firms operating in several regions of the world
have been setting up multiple locations for decision making.
AT&T provides an important example. In 1983, the company operated in five countries and had fewer than 1,000 employees outside the United States. By 1995, it operated in more than 100
countries with 52,000 overseas employees. 6
For those domestic firms that sell goods or services to other
American companies, increasingly their customers are located in
one or more decentralized divisions, some of which are now based
4

Table 2
Companies with More than Half
of Their Assets Overseas

Foreign Assets as %
of Total

Company

Aflac
Manpower
CPC International
Gillette
Bankers Trust
Mobil
Exxon
Digital Equipment
IBM
Avon Products
Citicorp
Sun Microsystems
McDonald's
AMP
Warner-Lam bert

90.3
74.0
68.0
67.3
59.0
58.8
57.9
57.1
57.0
55.7
54.4
51.3
50.8
50.6
50.3

operate in Latin America to produce automobiles. They now
dominate that important market.
Increasingly, the successful business has to look upon its entire operation in a global context. To stay competitive, it must
hire people, buy inputs, and locate production, marketing, and
decision making centers worldwide. An example helps to convert
theory to reality. Here is a shipping label used by an American
electronics company:
Made in one or more of the following countries: Korea, Hong Kong,
Malaysia, Singapore, Taiwan, Mauritius, Thailand, Indonesia, Mexico, the Philippines. The exact country of origin is unknown. a

Any comprehensive and balanced analysis also tells us that
not every aspect of the international economy has a positive impact on Americans. Of course, a similar warning applies to the
business environment here at home.
Risk and Rewards

.

Some overseas markets are more profitable than domestic
sales, but high risk and high rewards tend to go together. The at-

overseas. That works two ways for Americans. DuPont has
shifted the headquarters of its electronic operation to Japan.
Germany's Siemens has moved its ultrasound equipment division
to the United States.
Moreover, cross-border alliances have become commonplace.
It is the rare business of any considerable size that has not entered into some form of cooperative arrangement with one or more
companies located overseas - companies that they still often
compete against in many markets. The concept of strategic alliances has moved from the classroom to the boardroom. A new
set of international business relationships has arisen: joint ventures, production sharing, cross-licensing agreements, technology
swaps, and joint research projects.7 Sometimes our foreign competitors are also our alliance partners. Ford and Volkswagen co-

traction of overseas locations is increasing. Southeast Asia is the
fastest growing part of the world. Any observant visitor to Hong
Kong, Singapore, Malaysia, or Thailand will see that the 8 percent
real growth they have been reporting is no statistical mirage.
Each of those economies is booming. Mainland China has been
experiencing double-digit expansion year after year. Only the
most modest slowdown is in sight. Of course, starting off from a
small base makes it easier to achieve large percentage gains than
is the case for an advanced industrialized country like the United
States. But far more than that is involved.
Government policy in each of those countries welcomes foreign investment. With the inevitable exceptions, they encourage
the formation of new private enterprises. The contrast with the
United States is striking - and ironic. While these present or
former communist and totalitarian countries are moving toward
capitalism and trying to reduce the role of the public sector, we
have been moving in the opposite direction. Oil industry executives are quoted as saying that their prospects at home are limited
by acts of God and acts of Congress. 9 Despite the stalled efforts
by the House of Representatives, the United States is still expanding government regulation of business. The result is to make
it more difficult and certainly more costly for private enterprise to
prosper. Under these circumstances, it is not surprising that so
many American companies are doing their expansion overseas.
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Source: "100 Largest U.S. Multinationals," Forbes, July 17, 1995, pp.

274-276.

Take the energy company that explores in the remote Tarim
Basin or beneath the seas of Malaysia, or the mining enterprise
that moves to Bolivia, or the medical devices firm that sets up a
laboratory in the Netherlands, or the manufacturing corporation
that builds a new factory in Guangdong. To a very considerable
extent, these companies are responding to adverse domestic policies as much as to the attractions of overseas markets. The villains of the piece are not the businesses that participate in the
global economy, but the government officials in the United States
who lock up much of the nation's natural and labor resources for
fear that somebody somewhere may make a profit.

Government policy in each of those countries [Southeast Asia]
welcomes foreign investment. The contrast with the
United States is striking- and ironic.

Nevertheless, the risks overseas may be great. Over the years,
many companies have suffered the expropriation of their foreign
assets. You do not have to go farther than Mexico to recall a
vivid, although not recent, instance. Iran furnishes a more current and dramatic example. The dangers are not just political.
Wars and insurrections are more likely in the regions of the world
with less strongly established political institutions. There is no
shortage of examples- Croatia, Bosnia, Armenia, Azerbaijan and
Chechnya. Civil wars and large scale violence occurred in recent
decades in Indonesia, Malaysia, Thailand, Sri Lanka (Ceylon), and
Myanmar (Burma).
Less dramatic but still noteworthy are the difficulties experienced by some Western enterprises in collecting on their debts in
China. Moreover, many companies operating in that region report
that the special expenses of doing business there make it difficult
to convert sales into profits. One large American law firm expects
to show its first profit only after six years of doing business on the
mainland.
The special risks are numerous. Differences in language,
culture, and business practices are pervasive. Our notions of
personal honesty are not exactly universal. The purpose here is
not to scare anyone away from foreign markets, but to emphasize
7

the often painfully close relationship between high profits and
high risk. But there is a new positive side to all this.

Diversification of Business Risk
The rise of the global marketplace provides vast new opportunity for Americans to diversify their investments and - of course to broaden business risk. Our exports are growing at twice the
rate of the domestic economy. That is not a recent development,
but the average experience since 1965.
U.S. companies investing and operating overseas buy more
U.S.-made components and capital equipment than the local
companies they compete against. Moreover, the great bulk (about
nine-tenths) of that overseas production by U.S. firms is sold
overseas. 1o In a similar fashion, foreign companies investing and
operating in the United States use far more U.S. labor and U.S.made products than if they stayed abroad and exported from
there. It is interesting to note that some of these "transplants"
now export U.S.-made products back to their home countries.
The Honda plant in Marysville, Ohio, is a great example of that
phenomenon.
The last half dozen years provide a cogent example of international diversification in terms of the global business cycle. At
first, the Anglo-Saxon economies lost momentum. Remember
when our friends in continental Europe needled us about the odd
phenomenon of an English-speaking recession? That was the
time when the economies of the United States, the United Kingdom, Canada, Australia, and New Zealand all were in decline simultaneously.
But, as we were coming out of recession, Japan and most of
Westem Europe started to experience slowdowns and then
downturns in their economies. The American economy has been
coming off a cyclical peak and is now slowing down. At the same
time, Western Europe has turned the corner and is on an expansion path once again.
In the case of the developing countries, it is hazardous to forecast which one of them will get unglued. There is no certainty
that any of them will. But the odds are that at least one of those
rapidly growing nations will be derailed from the path of continued progress. Military coups and domestic insurrections do occur. The biggest uncertainties are what will happen to China after Deng Xiaoping dies and how well will the integration of Hong
Kong go.
8

China and Southeast Asia

The rise of China and Southeast Asia is a new and durable
force in the world economy that Americans will have to recognize.
Depending on how you measure national economies, China is in
the top 10- or top three, or top two. That is an interesting range
of variation. 11
Even the most experienced Asia experts candidly tell you that
they do not know what will happen after Deng. There is already
considerable pressure in China to reverse course, to move back to
a more authoritarian society with less opportunity for private
ownership. China also has a history of internal dissension, of
splitting up into several regions - each of which is the size of
several major Western European countries. So far, the ability of
the economic reforms to create tremendous amounts of income
and wealth is the best guarantee of their being continued. But,
the many misunderstandings between China and the United
States constitute a real, dark cloud on the political as well as economic horizon.

wan, Singapore, and Malaysia. The amount of education is also
impressive. Intelligent and productive work forces are available in
substantial quantities - and they also constitute a substantial
and rapidly rising consumer base.
The 1 Y2 billion people in Southeast Asia constitute the major
new market area of the world. A noteworthy although not particularly welcome trend is for the nations of Southeast Asia increasingly to trade with each other. That is not surprising when
you examine the investment patterns. Who are the major investors in China, Malaysia, Indonesia, Thailand, and Vietnam? The
answer is neither the United States nor Western Europe. It is
Hong Kong, Taiwan, South Korea, and Japan.12
As a result, the major sources of imports into Southeast Asia
are Hong Kong, Taiwan, South Korea, and Japan. Likewise, those
same four nations are the major markets for Southeast Asia's
products. As Southeast Asia continues to grow rapidly, it will be
a major challenge to Western businesses to participate in that key
market.
European Economic Unification

The economies of several other countries in Southeast Asia
are also growing rapidly- at about 8 percent a year, compared to
China's 10-12 percent. They seem to be welcoming American and
other Western businesses with more enthusiasm than the Chinese.
Malaysia is a good example of a fairly stable nation with a
sound economic policy - notably a balanced budget - and an 8
percent overall growth rate. Other opportunities for geographic
diversification exist in Thailand, Indonesia, and now the Philippines, whose economy has turned around. To the surprise of
some, Vietnam welcomes American businesses as well as tourists.
A decade from now, Southeast Asia will be one of the major
economic regions of the globe- along with Japan, North America, and Western Europe. Americans must face that fact that the
economies of Southeast Asia are potentially both customers and
competitors for our companies. To think of that area as just lowcost labor is misleading. The level of technology is high in Tai-

Despite the military and political issues that divide Western
Europe, the economic unification is continuing full bore. With a
minimum of fanfare, Sweden, Finland, and Austria are entering
the European Union. Note the successive changes in terminology
as the nations of Western Europe move closer together while increasing their membership. The six-nation European Common
Market became the 12-nation European Community. Now we
have the IS-member European Union.
As in every major change, there are winners and losers- for
Americans as well as for Europeans. With the elimination of internal trade barriers, the stronger European companies can now
compete in a continentwide market. They enjoy considerable
economies of scale. American companies well established in
Western Europe - such as Ford - are included in that category.
The losers are the high-cost European producers who were accustomed to the protections afforded by a restricted national
market. The loser category also contains those American producers who have been taken by surprise by the reinvigorated European competition.
Fifteen member nations are not going to be the end of the line
for the European Union. The entrance of Austria is a strategic
move because Vienna is a major gateway to Eastern Europe.
Hungary, Poland, and the Czech Republic are anxious to develop
closer economic and business relations with Western Europe.
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The many misunderstandings between China and the
United States constitute a real, dark cloud on the
political as well as economic horizon.

They can become low-cost suppliers or low-cost competitors likely both.
The most important positive development in that continent in
the coming decade is likely to be the new economic strength of the
largest member, Germany. It is taking more time than expected
to fully consummate the integration of the "new provinces," as
East Germany is now referred to. Any visitor is struck by the
substantial amount of physical investment that the national govemment is making in the East. That is bound to result in a
strong and newly competitive region. All in all, we should not forget Europe in our attention to the Orient.
Let us end on an upbeat- and realistic- note.

U.S. Strong in World Economy
The American economy is still the strongest in the world and our
prospects are impressive. We are not a weak or declining nation
in the world marketplace. Legislation and political pressures to
"buy local" may be popular, but they fly in the face of economic
reality. Our concern for the losers in the domestic marketplace
requires a constructive response: make the United States a more
attractive place to hire people and to do business.
After all, in a great many important industries, American
firms are still the leaders. As shown in Table 3, U.S. firms rank
No. 1 (in terms of sales volume) in 17 major industries.13
Within some high-tech industries, the U.S. lead is overwhelming. Five of the world's six largest computer manufacturers
are headquartered in the United States. One U.S. firm (Intel)
leads the world's semiconductor business and another (Microsoft)
the PC software market.
The lead of the United States in the service industries is even
greater. This country, especially New York City, has become the
global marketplace for capital. No other nation's capital market
can match the U.S.'s ability to distribute massive new issues- or
to provide sufficient liquidity so that large buyers can sell their
holdings without precipitating huge declines in the prices of
stocks and bonds.14
What about the future? Recall that the first of these eight
points began with an illustration of the awesome power of technology. Nobody can forecast which specific technologies will succeed in the coming decade. But the prospects for American companies being in the lead are very bright. There is a special reason
for optimism.
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Table 3

Industries in Which the United States
Is the Sales Leader

Industry

Company

Aerospace
Airlines
Beverages
Brokerage
Chemicals
Computers and Office Equipment
Food Services
Forest and Paper Products
General Merchandisers
Mail, Package, and
Freight Delivery
Motor Vehicles and Parts
Petroleum Refining
Pharmaceuticals
Scientific, Photo, Control Equipment
Soaps, Cosmetics
Telecommunications
Wholesalers

Boeing
AMR
Coca-Cola
Merrill Lynch
DuPont
IBM
Pepsico
International Paper
Wal-Mart
United Parcel Service
General Motors
Exxon
Johnson & Johnson
Xerox
Procter & Gamble
AT&T
Supervalu

Source: "Global 500 Industries," Fortune, August 7, 1995, pp. F-15-F-27;
based on 1994 revenues.

Although in the 1990s, America will be benefiting from the
upsurge of industrial research and development (R&D) during the
1980s. A key but undramatic crossover occurred in the early
1980s (see Figure 1). For the first time in over a half century, the
magnitude of company-sponsored R&D exceeded the total of govemment-financed R&D. That primary reliance on private R&D
continues to this day.1s
Few people appreciate the long-term impact of that strategic
crossover. The new and continued dominance of the private sector in the choice of investments in advanced technology makes
more likely that there will be an accelerated flow of new and im-
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Figure 1

Figure 2

Sponsorship of U.S. Research and Development

U.S. Trade in Advanced Technology Products
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proved civilian products and production processes in the years
ahead. A progression of innovation may be forthcoming comparable to the advent of missiles and space vehicles following the
massive growth of military R&D in the 1950s and 1960s. Just
consider how the fax machine has altered our customary work
practices.
There is a positive macroeconomic aspect to continued technological progress. When the persistent trade deficit of the United
States is disaggregated, we find some surprisingly good news: our
exports of high-tech products steadily exceed our high-tech imports (see Figure 2).16 We more than hold our own. This country
does indeed enjoy a comparative advantage in the production and
sales of goods and services that embody large proportions of new
technology. Of course, these are not laurels to rest on.
Conclusion

There is no need to take the low road of economic isolationism
- which is protectionism - to deal with foreign competition. Any
serious discussion of the global marketplace has to confront the
13
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1990
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1992

EXPORTS
•
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Includes the following product categories: advanced materials,
aerospace, biotechnology, electronics, flexible manufacturing,
information and communications, life science, nuclear technology, optoelectronics, and weapons.

Source: U.S. Bureau of the Census.

tension between domestic political pressures and international
economic forces. As shown above, private enterprise is increasingly global, but government policy is still often very parochial.
Understandably, voters still care about their jobs and their locality- and politicians can exploit these concerns.
But protectionism really does not work. It is true that, for a
while, trade barriers can help maintain some vulnerable jobs in
the United States. But - a fundamental "but" - American companies that buy those "protected" products are forced to pay
higher prices. This, in turn, reduces their productivity and competitiveness, costing American jobs. For example, more than
twice as many jobs are lost in the steel-using companies (such as
automotive production) by trade restrictions than are "saved" in
the government-protected steel-producing companies.l7
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Moreover, there is another force that comes into play: the
consumers who vote every day of the week, buying products and
services made anywhere in the world. They think more about
price and quality than country of origin. Consumers are adapting
to the global economy without even realizing it.
But there is no need to be cavalier toward those whose jobs
are lost or incomes lowered due to foreign competition. We
should take the necessary actions in the public and private sectors to make American business and labor more productive and
hence more competitive in what is increasingly a globalized marketplace. The ingredients are well known - tax reform, regulatory reform, liability law reform, and a modern labor policy.

greater degrees of understanding and forbearance on the part of
U.S. public policymakers.
The rapidly growing business-oriented global marketplace is a
source of great actual and potential benefit to American entrepreneurs, workers, and consumers. Because the international economy is changing so rapidly, Americans face both threats and opportunities. Those who identify with the change are likely to be
the winners; those who resist will be among the losers.
History tells us that trying to shut ourselves off from these
"foreign" influences just does not work. When imperial China
tried to do that some 500 years ago, it fairly quickly went from
being the world's most advanced and powerful nation to becoming
a very poor backwater of the globe.
One thing is certain: it is futile to say, "Stop the world, I want
to get offl"

Consumers are adapting to the global economy
without even realizing it.

Perhaps the most basic development since the end of the Cold
War has been missed by all observers and analysts- because it
is so subtle. During the Cold War, the two military superpowers
dominated the world stage. It is currently fashionable to say that,
in the post-Cold War period, three economic superpowers have
taken their place - the United States, Japan, and Germany.
That is technically accurate but very misleading.
During the Cold War, government was the pace-setting player
on the global stage. Governments made the strategic decisions.
Businesses were important, but they were responding to government orders, supplying armaments to the superpowers. In the
process, of course, business created substantial economic wealth.
But the shift from military to economic competition is fundamental. It means that the business firm is now the key to global
economic competition. Governments, to be sure, can help or hinder, and in a major way. But they are supporting players, at best.
The basic initiative in the global marketplace has shifted to
private enterprise. Individual entrepreneurs and individual business firms now make the key decisions that will determine the
size, composition, and growth of the international economy. That
makes for an extremely challenging external environment for the
competitive American enterprise of the 1990s. It also requires
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